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Argentina: Problems of US Investors

l. The current difficulties of US firms in Argentina
primarily reflect increased nationalistic réstrictions on

foreign investors generally and imprudent government

policies to deal with the economy's worsening financial
situation during the past 18 months. Argentina has long
restricted foreign investment in key economic sectors such
as petroleum and finance. Following the return of Juan
Peron in May 1973 these restrictions were tightened to
iyclude prohibition of new investment in finance and most
fields of marketing. Moreover, taxes on foreign firms have
been set at higher rateé than for similar domestic-owned
firms, access to domestic credit has been effectively cut
off, and severe limitations have been placed on profit
‘remittances and capital repatriation.. These measures stem
from a desire to encourage domestic investment and protect
or improve the balance of payments rather than to.pehalize
foreign investors.

2._ Government efforts to curb mounting inflation
through price controls while allowing wages to rise during
this period have seriously squeezed the profits of most
large business enterprises. Because of thé restrictions on
foreign-owned firms, they have been the most seriously

affected. Declining liquidity coupled with restrictions on
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local borrowing have forced many US subsidiaries to turn @
to their parent firms to replenish working capital. 1In
sorie instancés US parent firms have reacted to persistant
financial drains by shutting off funds, thus forcing their
Argentine subsidiaries into near bankruptcy.

3. Price controls have recently been eased under newly

appointed Economy Minister Gomes Morales to permit firms

to pass on higher material costs. Auto prices have been

allowed to advance about 25% since early November for example {
and -some steel prices also have risen. Producers still are ;
not permitted to pass on increased wage costs, however. The

ﬁéﬁ’flexibility thus has brought partial relief for most

iiéﬁs but will fail to provide them with adequaée incentives
féfmaintain their investments, much less to initiate major

expansions. ‘ i
R 4. The problems of US subsidiaries are compounded in ]
a number of instances by government charges of mismanégement

and illegal activity. Current moves to take over several

foreign subsidiaries thus far appear to be either responses

to the likelihood that the subsidiary will declare bankruptcy
and close down or efforts to punish them for alleged
1hproprieties. In all such instances, however, government

moves appear to be free of discrimination as to the national
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origin of the parent firm. Moreover, Argentine officials
have consistently affirmed a preference for obtaining
minority government equity shares in the subsidiaries
rather than full nationalization.

Bank Nationalization

5. Shortly after returning to power, the Peronist
government announced plans to nationalize several domestic
banks that had been taken over by US investors since 1966.

The government maintained that these takeovers were illegal

'because they had taken place under the "illegal" military

regimes of that period. Thus far, the First National City
Bank has reached an amicable compensation agreement with the

government and Morgan Guaranty Trust appears satisfied with

the government's offer. Only Chase Manhattan appears to

have been dissatisfied. Chase's failure to come to terms

-probably was the principal cause of the recent "irtervention"

of the bank's Atgentine holdings.

The Petroleum Industry

6. . Argentina has long considered the petroieum industry

of special national interest. For some years foreign companies

have been prohibited from expanding their refining and

marketing operations. Recently, with widespread popular

support, the government nationalized foreignéowned domestic
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marketing operations. Within the next six months a new
hydrocarbons law probably will be passed that will lead to
the eventuai takeover of foreign-owned refining operations
as well.

7. US oil-refining subsidiaries, notably those of
Exxor. and Cities Service, have encountered serious financial
difficulties since the government assumption of marketing
operations. These difficulties apparently stem from govern-
ment ineptitude in the handling of purchases of refinery
products. Nevertheless, the possibility cannot be ruled out
that the government is deliberately causing the rzfineries
to lose money so that the parent companies will be willing

to sell them at low prices.

‘ Standard Electric

8. The‘government was cleafly pushed into nationalizing
Standard Electric, ITT's Argentine subsidiary =-- along with
a Siemens (of West Germany) subsidiary -- by the prospect
that the two subsidiaries might ?e closed down because of
insufficient working capital. The Italian-Argentine Electric
Co. was also included in the takeover to placate the Argentine
light and power labor union, which had been demanding
nationalization of the Italian-owned subsidiary since August
1973, The government's dispute with Standard and Siemens
dates back to allegations in early 1273 by the government
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telephone company, ENTEL, and subsequeptiy by a congressional
investigating committee that the two subsidiaries had
overcharged ENTEL for telephone equipment.

9. Prior to announcement of the intended takeover,
ITT offered to sell Standard for book value of around $50
million and assumption of current debts of some $100 million.
The government was not interested in making large outlays
to acquire the properties, however, and rejected the offer,
asking for only a 51% interest. Not wishing to remain a
minorlty shareholder, ITT offered to surrender Standard

simply for assumption of debts, Before expiration of the

IIT offer, however, President Peron announced "nationalization”

of the subsidiary, Compensation arrangements have yet to be
worked out. The government cleariy wants only a 51% equity
in standard, apparently desiring continued ITT participation.
Swift ’

| 10. In the Swift case -- probably the oldest dispute

with US investors -- the government apparently was convinced
tﬁet offlclals of Deltec -- the parent company -- were
involved in a fraudulent bankruptey ‘action by Swift. The
government nationalized all of Deltec's properties in
Argentina on the ground thet under Deltec guidance they were

all engaged in similar fraudulent activities.
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Xerox

11, Xerox's subsidiary,*presently under investigation
for alleged import over-invoicing, was reportedly asked
for a bribe to assure a favorable outcome. Such occurances

are common in hkoth foreign and domestic business dealings

with Argentine public officials. They do not reflect
official policy of pressure against business but rather the - q
pervasiveness of corruption. :

Avtomotive Industry
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12. The government regards expansion of the foreign-
dominated agtomotive industry as a key to export growth,
and accordingly has tended to favor it. Nevertheless, the
industry recently has been allowed: to suffer a severe profit
Squeeze caused by government unwillingness to irritate

consumers and lahor by permitting adequate price hikes or
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strictly enforéing wage controlé. While Gomez Morales has
reéently authorized price adjustments, producers still are if
incurring losses estimated as high as 10% of costs. General

subsidiaries were
. Motors' / having difficulty meeting payrolls before the

easing of price controls and ' reportedly will
lose $15 million on Argentine operations in 1974, Other auto-
makers are in similar straits: several have been crippled

by prolonged strikes or exhorbitant wage hikes or both.
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13. The government has added to the auto makers'
problems by imposing unrealisticly high eprrt quotas.
If financial difficulties were to force the companies to
curtail operations, the government undoubtedly would take
control to keep them going. This would be a last resort,
however, since the governmer.t neither wants nor can afford

to take on more state enterprises that operate at losses.
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